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INTRODUCTION
This paper investigates the idea of China as a paramount cause of global imbalances, a view that is closely related to calls for a massive renminbi revaluation as the chief policy change to forestall their reemergence as the world economy recovers from severe crisis. We find that the prominence widely attributed to China as a cause of global imbalances and exclusive focus on the renminbi-dollar exchange rate is misguided. China's response to the global crisis has been exemplary. Apart from acting as a growth leader in the global recovery by boosting domestic demand to offset the slump in exports, China has successfully completed the first stage in rebalancing its economy in the process, contrasting with other leading trading nations that have simply resumed previous policy patterns. The second stage in the rebalancing will consist of further strengthening of private consumption-supported by the continued reliance on renminbi stability and capital account management, so as to assure that macroeconomic policies can be framed in line with domestic development requirements.
The analysis begins in section 2 with a brief account of China's economic miracle and chief contributing policies. Section 3 addresses the issue of global imbalances and the extent of global rebalancing achieved since the global crisis. Section 4 then takes a closer look at China's crisis response policies and the ongoing rebalancing of the Chinese economy, while comparing China's performance with that of Germany is the subject of section 5. Section 6 addresses China's remaining challenges in rebalancing aggregate demand and offers some recommendations on how they might best be met, preferably without undermining China's economic miracle, as this would also be a sure recipe for unraveling the nascent global recovery. Section 7 concludes.
CHINA'S ECONOMIC MIRACLE AND ITS FOUNDATION
Starting from a low level of income and high incidence of poverty in the early 1980s, China's catching-up process has ensued at a breakneck pace. While the 1980s and early 1990s were somewhat volatile, including a slump and episodes of high inflation , GDP growth was both high and stable from the mid-1990s until the global crisis hit China in 2008 (see figure 1). GDP growth had slowed around the time of the Asian crises in the late 1990s, but picked up speed again in the 2000s, peaking at 13 percent in 2007. Annual growth of the real capital stock has been even higher and exceptionally steady, indicating a focus on capital accumulation in China's development plans. Confirming that China's growth process has been capital rather than labor intensive, annual growth in labor productivity has only been little below GDP growth (on average, about one percentage point since the 1990s).
During this period the GDP share of the agricultural sector has shrunk from 40 percent to below 10 percent, while the services share increased by six percentage points to 36 percent and the share of industry by 20 percentage points to 55 percent, with the agriculture share in total employment declining from over two-thirds to around one-third and the urban population share rising from 20 to 45 percent. Meanwhile, annual population growth has slowed down from 1.5 percent in the 1980s to 1 percent in the 1990 and 0.5 percent in the 2000s; labor force growth slowed from 3 percent in the 1980s to just over 1 percent in the 1990s and just below 1 percent in the 2000s. With a population of 1.33bn and labor force of 800 million (in 2008), China is far advanced in its demographic transition and the demographic profile of its working age population is near its peak (partly owing to the one-child policy of the 1980s).
1 Remarkably, in purchasing power parity terms, real per capita income increased twenty-fold since the early 1980s; based on a poverty line of $1.25 a day in 2005 prices, Chen and Ravallion (2008) calculate that China's poverty rate declined by 68 percentage points over 1981-2005, leaving 635 million fewer people in poverty.
As to the foundation of the Chinese economic miracle, three factors may be singled out here: industrial policies, controlled integration into the global economy, and heterodox macroeconomic management. Through a fine balance between government planning and market forces these three factors have acted as interdependent engines of fast-track development.
As Rodrik (2009: 2-3) observes, all growth superstars have in common that they "based their growth strategies on developing industrial capabilities, rather than specializing according to their prevailing comparative advantages." He identifies the production of tradables as the main mechanism through which high productivity growth can be harnessed for fast-track development through industrialization. In China's case, too, industrial policies based on successful government planning have played a vital role. In this regard, the focus on tradables involved a figure 3 ). The next section investigates China's role in global imbalances and global rebalancing. At first sight the truly large bilateral imbalance would even seem to justify such
GLOBAL IMBALANCES, GLOBAL REBALANCING?
pressures. Yet, apart from the sizeable long-term appreciation of China's real effective exchange rate seen in figure 3 (above), a number of important facts should better not be overlooked here.
First, since 2000, U.S. exports to China have generally grown faster than U.S. imports from
China, namely at a 20-30 percent annual rate. This is in contrast to the 1990s when import growth from China much exceeded U.S. export growth to China. Of course, export growth rates well in excess of import growth rates are indeed needed to narrow the bilateral trade imbalance, given the much lower base level of exports. But working off what is really a legacy of the 1990s is a long-term issue that should not be confused with the immediate challenge of sustaining the current still-fragile U.S. recovery. In this regard, a second factor seems to be far more relevant from the U.S. perspective when hopes are pinned on exports to support recovery of the U.S.
economy. The point is that as a destination of U.S. exports (goods only) China only had a market share of 6.6 percent in 2009, which compares with market shares for Europe and Canada of roughly 20 percent each. For goods and services taken together, Europe is the destination of over 25 percent of U.S. exports, five times China's market share of 5.5 percent (Bureau of Economic Analysis data). It is true that if China continued growing at a 10 percent rate, China will catch up in importance with Europe and Canada as a U.S. export destination in little more than a decade or so. In the short term, however, U.S. export performance remains far more dependent on the situation in Europe than on China's exchange rate. Arguably, for the next two or three years, the possibility of domestic demand stagnation in Europe, especially if it came along with euro depreciation vis-à-vis the U.S. dollar related to Europe's "sovereign debt crisis," poses the greatest threat to U.S. exports as a potentially contributing factor to sustained U.S. recovery.
Obsession with the renminbi exchange rate risks losing sight of this key threat. This is especially the case as the U.S. deficit with Europe has essentially turned into a deficit with Germany, with Germany's real effective exchange rate falling and the German government today imposing austerity across Euroland (Bibow 2010a ).
Ultimately, focusing on the bilateral U.S.-Chinese imbalance, or any other bilateral imbalance for that matter, is misguided anyway. If global imbalances are the issue, with the United States featuring prominently on the deficit side of the global equation, China's current account surplus position-rather than any bilateral trade position-should be addressed, and from a properly global perspective too. 5 The point is that China's trade and current account surpluses only attained globally significant sizes in the mid-2000s. In the early 2000s, China still had a current account surplus that was similar in absolute size to that of Switzerland. Switzerland may be grouped together with Germany, the Netherlands, and Japan-other rich, non-oilexporting countries with a history of large current account surplus positions. What distinguishes these other surplus countries from China is not their much slower GDP growth as such, but their notorious reliance on exports to compensate for weak domestic demand growth. It seems curious to attribute an export-led growth strategy to China, especially when the two largest countries among this group of rich surplus countries, Germany and Japan, have exclusively relied on net exports for their meager GDP growth while suffering protracted domestic demand stagnation since the 1990s (see the next section below). This would further underscore our point that the Chinese renminbi is receiving excessive attention.
Much

POLICY STIMULUS AND THE ONGOING REBALANCING IN CHINA
The Chinese economy slowed very sharply in the second half of 2008. Given the role that exports and surging trade surpluses had come to play in the years immediately preceding the global crisis it is no surprise that the collapse in global trade had a severe impact on China. Much in contrast to other leading export nations, the Chinese authorities responded quickly and decisively. In November 2008 a macroeconomic stimulus package of RMB 4tn (USD 586bn) 7 The aggregate "DC & EM" shown here is the sum of the IMF groups "developing countries" and "newly industrialized Asian countries," excluding China (which is shown separately). 8 It is curious that in contrast to most private forecasters, the IMF forecasts renewed rises in Chinese current account surpluses. Accordingly, the IMF sees the renminbi as substantially undervalued, a position that Davis and Back (2010) report as finding backing from rich industrialized countries (including Germany)-countries that also happen to dominate the IMF. See also Batson (2010d) . Overhauled and recapitalized in the decade prior to the crisis, China's banking system had little exposure to credit risks at the heart of the global financial crisis. Together with the protection provided by huge "self-insurance" reserve holdings (from which relatively minor outflows were recorded during some months at the peak of the crisis and again in May 2010 related to financial stresses in Europe), China enjoyed sufficient policy space to embark on its large stimulus program while keeping the renminbi stable to the U.S. dollar throughout the crisis. Exchange rate stability was a rare exception contrasting with strong depreciation against the dollar by most other currencies (Bibow 2010b) .
Reflecting both the impact of the crisis as well as the policy response to it, the significant change in the composition of aggregate demand since the crisis can be seen in figure 6 . properly preemptive countercyclical fiscal stimulus partly pays for itself, 9 but it also has to be borne in mind here that a good part of the stimulus package has taken the form of spending financed by bank loan expansion, which is not showing up as public debt in the national accounts.
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In fact, the magnitude of credit expansion undertaken as part of the stimulus package has given rise to much concern about the sustainability of the Chinese recovery. Some observers emphasize the short-term risk of asset market bubbles owing to excessive liquidity and low interest rates. In this regard, the authorities have implemented measures directed at asset market developments and Chinese equity markets have been under pressure in 2010 (Cookson 2010 ).
Other observers are more worried about suspected longer-term risks arising from boosts to China's export capacities derived from increased investment spending, allegedly heralding even bigger global imbalances in future. Yet others are concerned that infrastructure investment might run too far ahead of productive investment and lead to deteriorating public finances and/or push up banks' nonperforming loan ratios in due course (albeit from historically low levels) as loans for infrastructure investment funding might turn sour on a non-negligible scale (Anderlini 2010a; Yu 2009 ).
Given remaining stresses in global finance and protracted domestic demand weakness in advanced economies, low interest rates set at the center by leading central banks are here to stay for quite some time. For developing countries, such as China, this only underlines the continued need for capital account management to contain capital inflows and maintain sufficient policy space paired with extra vigilance in financial regulation and supervision. The authorities appear to be well aware of the risk of fragilities arising in the financial system and some observers even argue that government measures to cool property markets, including increased downpayments and restrictions on purchases of multiple homes, may have gone too far (see Batson 2010a) . By contrast, risks of "excessive" and "wasteful" investment undertaken in response to the crisis appear less relevant as China's infrastructure capital stock, broadly defined to include environmental investment and investment in health and education, for instance, is way below "satiation point." If public debt rises in the process, either today or in due course, this has to be set against the benefits of rising incomes and sustained employment growth.
Crucially, apart from acting as a global leader in the recovery from the global crisis, China has rebalanced its economy in a way that also greatly contributes to a benign rebalancing of the global economy. I emphasized above that China only experienced large current account surpluses late in the game. Given the size the Chinese economy has meanwhile attained, surpluses surely will have to shrink as a share of GDP. This is happening fast, with renminbi appreciation and expenditure switching playing the junior role in the adjustment. Far more important is the policy-induced boost to growth in domestic demand and Chinese importstriggered by the global crisis. The next section compares the rebalancing of the Chinese economy with the situation in Germany, another leading trading nation pursuing "export-led growth," albeit of a very different variety.
CHINA'S "EXPORT-LED GROWTH" IN PERSPECTIVE: THE CASE OF GERMANY
China is often said to pursue an export-led or "mercantilist" development strategy. Trade surpluses sponsor employment and add to GDP in the (net) exporting country. Yet the notion of "export-led growth" attains an altogether different meaning in the German case. As figure 8 shows, net exports were the sole contributor to German GDP growth in the 2000s when soaring trade surpluses overcompensated for shrinking private consumption and overall domestic demand was flat. In China's case, the share of net exports as a GDP growth contributor was less than 10 percent on average, concentrated in the years 2005-07, with domestic demand providing more than 90 percent of overall GDP growth. Surely, then, if "export-led growth" is meant as a euphemism for "mercantilistic beggar-thy-neighbor policies" (or plain freeloading) that would justify calls for retaliatory import taxes or currency revaluation, and Germany, not China, should be the prime target. China's growth is predominantly domestic demand-led (Sun 2009 ).
Developments since the global crisis are most revealing.
While both trading nations suffered large negative growth contributions from net exports when the global crisis struck, the crisis impact was more than offset by policy stimulus to domestic demand in China, while domestic demand amplified the GDP slump in Germany's case. Emerging from the crisis, China's GDP growth is exclusively sponsored by domestic demand, whereas Germany's is almost exclusively driven by net exports. In fact, the situation is such that China is effectively sponsoring Germany's recovery, as recently observed by the managing director of Germany's engineering association who was quoted in The Financial Times as describing the demand for textile machines as "almost exclusively" Chinese: "Without China we would hardly have seen this recovery-it's a frightening trend" (Wiesmann, Schaefer, and Atkins 2010) . Whether frightening or not, it is certainly ironic that German officials should join in the chorus calling for drastic renmimbi appreciation (see footnote 8 above) when
Germany's freeloading on China's stimulus program is amplified by the euro's depreciationartificially boosting German competitiveness-anyhow. Europe's sovereign debt crisis driving the euro's slump is largely a consequence of Germany's wage underbidding strategy since the euro's launch (Bibow 2010c) . As mindless "stability-oriented" austerity suffocates Germany's traditional export markets in Euroland's periphery, skyrocketing exports to China (running at over 50 percent growth rates in the first half of 2010) have come to Germany's rescue, largely offsetting the shortfall. Thanks to huge popularity among China's newly affluent, German car makers enjoy a surprise boon to their profitability. This factor surely has to be borne in mind when multinationals increasingly moan about being treated unfairly in doing business in China. 11 With protracted stagnation in their respective home markets these foreign corporations are all the keener to expand their business and market shares in China. It is a reflection of a serious imbalance in global governance that foreign corporations can raise complaints against China on micro (WTO) grounds (see Batson and Dean 2010) when China has no such lever for raising complaints against rich industrialized countries on macro (stagnation cum fiscal austerity) grounds. 12 Instead, China is simultaneously also facing macro pressures of the opposite kind, namely for renminbi revaluation, which would only further magnify the leakages from its own stimulus efforts towards countries that cherish austerity-so that they can freeload on exports. It is an irony that German corporations and
German authorities (through a politicized IMF) should criticize China for containing import growth when Germany is notoriously starving its domestic economy (and today also its traditional export markets in Europe). Benign global rebalancing would require that Germany's competitiveness is adjusted to the point that prevents the country from freeloading on external stimuli. In actual fact, euro depreciation delivers the exact opposite of this requirement. The
Chinese authorities have every reason to be concerned about these developments (see Batson   2010d and IMF 2010).
CHINA'S REAL CHALLENGES AND THE EXCHANGE RATE ISSUE IN PERSPECTIVE
An important upshot of the above analysis is that the popular push for drastic renminbi revaluation is much overdone. Triggered by the global crisis and global policy responses to it, China's external surplus is shrinking fast. Given the economic size and global weight China has meanwhile attained any reversal of this trend is not only an unrealistic longer-term option but also an unlikely short-term outcome in view of the Chinese authorities' revealed determination to sustain development and employment growth under more adverse global conditions. China's key export markets in Europe and the United States will see years of subdued growth. As China boosts domestic demand to sustain its fast-track development, China's real challenge may turn out to be that of containing external drags on its growth rather than further amplifying import growth through massive exchange appreciation.
While the rebalancing is well under way regarding external versus domestic demand orientation, going forward a rebalancing of domestic demand toward private consumption will be the key challenge. This is not to say that the focus on infrastructure investment in the stimulus program was a mistake. In fact, the remaining scope for China's catching up, involving both urbanization as well as upgrading poor rural areas as the economic structure shifts from wall. Under German pressure, Europe has committed to continent-wide unconditional austerity; the negative spillover effects may get magnified even further by euro depreciation. See UNCTAD TDR (2010).
agriculture to services, will require continued expansion of public services and infrastructure.
Great needs for infrastructure investment persist, especially also related to the environment and human capital, but the pace will slow compared to extraordinary circumstances created by the global crisis. To support efficiency of investment and technological advancement China should also reinforce its push for "indigenous innovation" initiated in 2006. In this regard, its large and fast growing domestic market is shifting the balance of power between China and multinational corporations, granting China leeway in fostering technology transfer and diffusion by FDI (see Liang 2008) .
Regarding the challenge of rebalancing domestic demand toward private consumption it is important to note that the issue is not primarily a high household saving rate, but a declining household share in disposable income. While China's household saving rate of around 25 percent exceeds corresponding rates in advanced countries, high national saving largely reflects lofty corporate and public saving. A strategy to boost private consumption should therefore focus on redistributing disposable income away from the public and corporate sectors toward the household sector, preferably calibrated so as to especially support low-and medium-income households in order to simultaneously redress sharply rising income and wealth inequalities. As to income redistribution between the public and the household sectors, this may be best achieved through income tax and social security reforms and expansion of social services. Apart from boosting household disposable incomes, such measures may also relieve precautionary saving motives. As to income redistribution from the corporate toward the household sector, changes in corporate dividend policies and faster wage growth (including minimum wages) would be desirable.
In fact, the highly welcome acceleration of wage inflation appears to be underway today as Chinese labor is also raising its assertiveness vis-à-vis foreign multinationals (see Batson 2010b; Batson and Shirouzu 2010; Mitchell and Hille 2010; and Mitchell and Kwong 2010 )-a tendency that will receive support from demographic trends as well (see above). While inflationary forces (other than food prices) appear to be well-contained at present, suitable adjustment in policies that affect corporations' incentives to invest 13 would relieve pressures to 13 Such measures should be seen in the context of the redistributive policies just mentioned in the above since the rising corporate share in disposable income and surging corporate savings partly owe to reforms that reduced corporate provisions of healthcare, pensions, education, and housing to employees in state-owned enterprisesboosting employees' precautionary saving needs accordingly. An expansion of the social security system designed pass on rising wage costs and thereby contribute to shifting demand from investment toward consumption without creating inflationary strains. Increased competition in product markets provides another dynamic that can help containing cost-push inflation, and it is in this regard that gradual nominal renminbi appreciation could play some role. While real renminbi appreciation (measured in unit-labor costs) would likely be faster than nominal appreciation as China rebalances aggregate demand toward private consumption, a move away from the U.S. dollar focus towards a currency basket that better reflects competitiveness trends vis-à-vis China's main trading partners seems advisable.
14 As China rebalances so as to sustain its fast-track development, current global trends would seem to leave only limited scope for recourse to reliance on expenditure switching via renminbi appreciation. Rather, with the still very high share of employment in agriculture concentrated in poor rural areas sending an important reminder of China's real challenges yet to fully master, exchange rate stability together with capital account management should continue to secure the policy space needed for growth-oriented macroeconomic policies and gradualism in adjustment. 15 China may be the second largest economy in the world today, ahead of Japan and Germany (rich countries that have both become a heavy drag on China's GDP growth), but
China is still a poor country. Yet, given the attained size of its economy the rest of the world would do itself a disservice in calling for policies that risk destabilizing China's miracle-an event that would also unravel any benign global rebalancing.
In conclusion, the main policy emphasis in rebalancing the Chinese economy, as currently underway, from exports to domestic demand and, going forward, from investment spending toward private consumption should not be on expenditure-switching policies (i.e., the nominal exchange rate). Rather, expenditure-expansion (i.e., growth-oriented macroeconomic policies) should be the driver of rebalancing and sustained development. In this regard, stability of the renminbi exchange rate (or cautious gradualism in its adjustment) together with capital to relieve household precautionary saving should therefore focus on redistributing income from the corporate to the public sector. 14 In practice, export taxes provide another tool for adjusting incentives relevant to steering the composition of aggregate demand. See Hook (2010) . 15 The argument for focusing on expenditure-switching policies was made forcefully by Roubini (2007) . McKinnon (2007) made the case for renminbi stability based on monetarist reasoning from which the Keynesian argument presented here differs in stressing the continued need for securing policy space in pursuance of growth-oriented macroeconomic policies. On capital account management, see Bibow (2008-09) Ma and McCauley (2007) , and People's Bank of China (2008), for instance.
account management should continue to act as macroeconomic anchors allowing China to maintain sufficient policy space in managing its development while containing its vulnerability to external forces.
CONCLUDING OBSERVATIONS
Our analysis denies the paramount role widely attributed to China as a cause of global imbalances in the precrisis era. As to crisis responses, China stands out as global leader in the recovery owing to successfully rebalancing aggregate demand by appropriate means. Going forward, double-digit-rate domestic demand growth in China paired with near-stagnation in its key export markets in advanced countries speaks for a continued decline in China's trade surplus as a share of GDP, leaving calls for a massive renminbi revaluation appearing in a dubious light since the world economy would surely be dealt a poor service by destabilizing its growth engine.
China's key challenge will be to rebalance domestic demand toward private consumption, which we advise should be done through policies that boost household disposable incomes. Renminbi stability and capital account management should continue to play their crucial role in maintaining policy space for implementing heterodox macroeconomic policies with a proven track-record of supporting growth and development.
